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Ecuadoran President Jamil Mahuad's long-awaited economic package, announced March 11, set off
the worst outbreak of violent demonstrations since January 1997 when protests led to the ouster of
former president Abdala Bucaram. The measures followed a forced five-day closure of the banks
amid growing economic and social tensions.
On March 18, the government reached an agreement with the opposition-dominated Congress,
ending the violent anti-government strikes and protests. Under the agreement, Mahuad retracted
the more onerous measures announced earlier, while still addressing the US$1.2 billion budget
deficit. Protesting earlier budget economic cuts, Ecuadoran unions had called a two-day general
strike for March 10-11 (see NotiSur, 1999-02-26). On March 10, Mahuad declared a 60-day state of
national emergency to respond to the strike.
Ecuador's last state of emergency was in February 1997 during the chaotic final days of then
president Bucaram, who was fired by Congress for "mental incompetence." By the end of the week,
dozens of protesters had been injured and hundreds arrested. The government called out the
military to maintain order. Then, on March 11, Mahuad announced the new austerity measures,
which sent prices soaring.
Mahuad said the measures, which included a 165% hike in gasoline prices, were necessary to
prevent a total collapse of the economy. Ecuador's currency, the sucre, had lost a quarter of its value
the previous week, provoking the government to order a week- long bank closing to prevent a run
on the banks.
The measures announced by Mahuad, aimed at ending the US$1.2 billion budget deficit, included:
* Restricting the amount of money that could be withdrawn from checking and savings accounts
for one year. * Increasing the value-added tax (Impuesto al Valor Agregado, IVA) from 10% to 15%,
and introducing a 4% luxury tax on cars worth more than US$1550. * Increasing the price of gasoline
from US$1 to US$1.90 per gallon. * Introducing legislation to permit imprisonment of tax evaders.
Few in Ecuador pay taxes and no president had been willing to punish evaders. The government
estimates that 80% of taxes are not paid.
Many Ecuadorans accused Mahuad of giving preferential treatment to the nation's banks
and introducing reforms that hit hardest the two-thirds of the population who live in poverty.
Administration's measures hit by criticism "All Mahuad has done is protect the bankers," said
Marcia Vinueza, a language-institute administrator. "Meanwhile prices keep going up, taxes are
rising. The country is ruined." Economic analyst Alberto Acosta said the Ecuadoran economy
is in a "deep crisis that can only be resolved through policies that favor production rather than
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speculation." He said the salvation of the financial system will be carried out at a very high cost to
the people.
For Acosta, "not one of the measures that Mahuad proposed demands that the banks assume the
responsibility that they have in the present crisis." In his address to the nation, Mahuad answered
criticism that he responded too slowly to the deepening financial crisis. He said his commitment to
consensus and to seeking the support of Congress gave the mistaken impression of "a government
without leadership."
Mahuad's critics said, however, that the president had not consulted the various social sectors and
had disregarded the demonstrations against earlier measures, which were less drastic than the
new ones. Reaction to the new measures came quickly. Economic measures bring week of violence
Following Mahuad's announcement, Central Bank president Luis Jacome Hidalgo resigned, along
with board members Patrick Barrera, Ana Lucia Coronel, and Joseph Montgomery. Indigenous
groups blocked roads, taxi drivers went on strike and were joined by other transportation workers.
The strike became an indefinite general strike, and calls increased for Mahuad to step down.
The Frente Patriotico, which includes unions, indigenous organizations, campesinos, teachers,
and grassroots movements, called for a march in support of the taxi drivers. They also called for
Mahuad's resignation. Antonio Vargas, leader of the Confederacion de Nacionalidades Indigenas
del Ecuador (CONAIE), announced an "uprising" in which its members would continue to block
highways if the government did not rescind the economic measures. "This is not about politics," said
Alberto Carrillo, a 64-year-old taxi driver. "This is about being able to make a living, and we are not
backing down until the government rescinds these measures that are crippling the middle class and
the poor."
On March 17, the military pointedly called on the government, political parties, economic elites,
and unions to remember "their very serious responsibility...to reach solutions, which the Ecuadoran
people are urgently demanding." Worsening crisis forces compromise As the situation became
more critical, Mahuad met with congressional leaders and, on March 18, announced an agreement
modifying the economic package.
Mahuad said the new measures would allow him to lift the state of emergency and sharply
reduce fuel prices. He also said he will withdraw the package of 10 emergency measures he
had sent to Congress, but will resubmit them one by one, including measures to privatize the
communications, electricity, and oil sectors. The agreement was signed by seven political parties and
two independents, which have a total of 70 seats in the 121- member Congress. It did not include the
Partido Social Cristiano (PSC), the second-strongest congressional party and former administration
ally, which recently broke with Mahuad.
The new fiscal package retains the tax on capital flow, eliminates tax shelters, and eliminates all
exemptions in the IVA except for food, medicines, and farm products. It includes the reintroduction
of the income tax, which was eliminated Jan. 1, and should raise an extra US$520 million, Mahuad
said. An additional US$100 million would be saved by government spending cuts. The remaining
deficit, equivalent to 3.5% of GDP, or about US$525 million, was "manageable," Mahuad said.
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Congress agreed to pass tax-code reforms to accelerate tax collection and impose prison terms for
tax offenders. Mahuad also said the recent decision by the Organization of Petroleum Exporting
Countries (OPEC) to lower crude-oil production by two million barrels per day will allow Ecuador
to raise the price of its oil from US$7 to US$9 per barrel. The pact between Mahuad and Congress
should also pave the way for an estimated US$930 million in loans from multilateral lending
organizations such as the International Monetary Fund (IMF) and World Bank. The IMF had
warned earlier that it could not sign a loan agreement with Ecuador until it had an economic plan
with broad-based support. [Sources: Notimex, 03/13/99, 03/15/99; The New York Times, 03/13/99,
03/16/99; Associated Press, 03/08/99, 03/10/99, 03/12/99, 03/14-17/99; El Nuevo Herald, 03/12/99,
03/14/99, 03/17/99; Clarin (Argentina), 03/15/99, 03/17/99; Inter Press Service, 03/17/99; Reuters,
03/10/99, 03/11/99, 03/13/99, 03/16-18/99; CNN, 03/11/99, 03/14/99, 03/18/99; The Miami Herald,
03/12/99, 03/18/99; Spanish news service EFE, 03/15/99, 03/18/99]
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